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DEPOSITORY INSTITUTIONS DEREGULATION COMMITTEE
The committee agreed on 6/30/83 to eliminate all interest rate ceilings for
deposit accounts with a maturity of more than 31 days, effective 10/1/83,
and to relax early withdrawal penalties for deregulated accounts. The com
mittee also deferred a decision on whether to let institutions offer a market
rate checking account for businesses agreeing to seek guidance from Congress
on that issue. The DIDC action essentially speeds up an existing schedule
for removing ceilings and completes deregulation of all but savings and NOW
accounts at depository institutions. The committee also established a
$2,500 minimum denomination on deregulated accounts with a maturity of 31
days or less, except for passbook and NOW accounts.
SECURITIES AND EXCHANGE COMMISSION
The entry of a Final Order by a U.S. District Court against Fox & Company in
connection with a civil action previously filed by the Securities and
Exchange Commission was announced by the SEC on 6/30/83. The Final Order
was entered with Fox’s consent, without admitting or denying the allegations
in the complaint. The original complaint, filed by the SEC on 6/8/83,
alleged that Fox examined and reported on the 1979 and 1980 financial
statements of Saxon Industries, Inc., the 1980 and 1981 financial state
ments of Flight Transportation Corp., and the 1981 financial statements of
Alpex Computer. The complaint further alleged that Fox issued unqualified
accountants’ reports concerning the above mentioned financial statements
and that such accountants’ reports were false and misleading in that such
reports stated that Fox’s examinations of the financial statements were made
in accordance with GAAS and that in Fox’s opinion the financial statements
presented fairly the financial position and results of operations of Saxon,
Flight and Alpex, respectively, in conformity with GAAP except with respect
to its opinion on Alpex's financial statements which was qualified only with
respect to Alpex’s ability to continue as a going concern and the outcome
of litigation. Among other measures, the Final Order requires that a review
be performed by a Special Review Committee of the manner in which Fox con
ducts its audit practice with respect to those clients whose financial
statements reported upon by it are required to be filed with the Commission
("SEC audit clients"), that the Committee’s report be sutmitted to the Com
mission staff and filed with the Court, and that Fox adopt and implement
any and all recommendations the Committee may make, unless in the view of
the Commission staff, a recommendation need not be adopted by Fox. The
Final Order also prohibits Fox from accepting audit engagements from new
SEC audit clients, with certain limited exceptions as defined in the Final
Order, until the later of 12/31/83, or until Fox has adopted any and all
recommendations made by the Committee. The Court further ordered that one
year after Fax adopts the recommendations of the Committee, a supplemental
review be performed to determine whether Fox has adopted and effectively
implemented the recommendations made by the Committee and that the report
of the findings of the supplemental review be submitted to the Commission
and filed with the Court.
SEC Enforcement Director John Fedders publicly defended his dealings with a former
legal client that was recently indicted on bribery-conspiracy charges. At
the 6/28 hearing before the Senate Banking Subcomm i t t e e on Securities, Mr.
Fedders denied having prior knowledge of the alleged conspiracy by the
Southland Corporation to bribe New York state tax officials. Prior to his
appointment to the SEC, Mr. Fedders was assigned by his firm, Arnold and
Porter, to serve as outside counsel to Southland. The Business Ethic Review
of Southland deleted mention of a $96,000 payment to New York state officials
to settle a tax dispute. Mr. Fedders told the subcommittee that any decision

-2he made with regards to an internal probe of Southland "was made honestly,
with care and integrity." In his concluding remarks, Subcommittee Chairman
Alfonse D'Amato (R-NY) stated, "your firm was used, it’s my belief that the
investigation was at the very least mishandled__ I think you were brought in
as a cover." Sen. D ’Amato indicated that the record would remain open for
questions, but that additional hearings into the matter would not be scheduled
Kathryn B. McGrath has been appointed as the Director of the Division of
Investment Management by Chairman John S.R. Shad and will succeed
Joel H. Goldberg. Mrs. McGrath has been a m e mber of the firm of Gardner,
Carton and Douglas since September 1980 and was previously counsel to
the firm from 1979 to 1980. She has been a member of the SBC previously,
joining the staff in 1970 as an attorney in the Office of the General
Counsel and subsequently served as Legal Assistant to Commissioner
Philip A. Loomis, Jr., Special Counsel and Executive Assistant to
Chairman Ray Garrett, Jr., and Executive Assistant to Roderick M. Hills.
She became Assistant Director of the Division of Corporation Finance in
1976 and subsequently served as Assistant General Counsel, Associate
General Counsel, and Associate Director of the Division of Market
Regulation. Mrs. McGrath graduated from Mount Holyoke College and
received her J.D. from Georgetown University Law Center. She will assume
her duties at the Commission on July 18.
TREASURY, DEPARTMENT OF
The IRS, as part of its crackdown on abusive tax shelters, recently advised
taxpayers claiming charitable deductions for contributions of property, such
as gems or lithographs, that the charitable contribution deduction amount
may be less than the amount represented by promoters. According to IRS
release IR-83-89, if the taxpayer has owned the property for more than 12
months, the amount of the charitable deduction generally is based on the
fair market value of the property at the date of contribution. In many of
these schemes, according to the IRS, the fair market value at the date of
contribution is no greater than the taxpayer’s original cost. Promoters
may have represented that the taxpayer would be entitled to a deduction two
or three times greater than the taxpayer’s cost. Taxpayers who claim
c h a r i t a b l e deductions in the amounts represented by promoters may be liable
for additional tax, penalties and interest, according to the IRS. For
additional information contact the IRS at 202/566-4024.
Corporations that have previously elected under the former Subchapter S pro
visions of the Internal Revenue Code and are now S corporations will no
longer immediately lose their S corporation status because they receive
excessive passive investment income, according to the IRS. An S corpora
tion's election will terminate only when the corporation has had, at the
close of each of three consecutive years, accumulated earnings and profits
from Subchapter C years, and for each of those three consecutive years had
passive investment income exceeding 25% of its gross receipts. Only taxable years beginning after 12/31/81, during which the corporation is an S
corporation, are taken into account for purposes of applying this termination
rule. Corporations whose Sub S elections had terminated under prior law
may make a new election by filing Form 2553, Election by a Small Business
Corporation, which is being revised. Announcement 83-60 in I.R. Bulletin
1983-12 explains interim rules on filing existing Form 2553 until a revised
form is available.
SPECIAL:

BILL INTRODUCED TO CREATE SINGLE AGENCY TO ADMINISTER ERISA

A bill to create a single agency to oversee employee benefit plan administration
was recently introduced by Representatives William Clay (D-MQ) and John
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administering pension and benefit law in a new, single agency, the Employment Benefit Administration. Under ERISA, regulatory responsibility is
divided among Treasury, Labor, IRS and the Pension Benefit Guaranty Corpora
tion. Under the bill, the EBA would be run by a three member board made
up of a chairman and one liaison officer from the Treasury and Labor Depart
ments. The PBGC would be maintained as a separate agency, but it would
be placed under EBA. All functions relating to ERISA, including taxes and
enforcement currently handled by Treasury, Labor and IRS, would be transfer
red to the new agency. All regulations and rulings previously issued by
those agencies would remain in effect. "Under the mantle of the need to
control tax expenditures, ERISA changes have been made and are being pro
posed with little consideration as to their impact on the private pension
system as a whole," according to Rep. Clay. Rep. Erlenbom stated that,
"after nearly nine years of ERISA oversight experience, it is quite clear
that this administrative design has not worked."
SPECIAL:

AICPA TO HOLD SIXTH ANNUAL CONFERENCE ON SAVINGS & LOAN ASSOCIATIONS

The Sixth Annual AICPA National Conference on Savings and Loan Associations
has been scheduled for 9/19-20/83, at the Capitol Hilton Hotel, Washington,
D.C. Major topics of the conference will include an update on Vice Pres
ident Bush's Task Force on Financial Service Regulation, current develop
ments in S&L accounting, taxation and auditing, accounting implications
for mergers and acquisitions, planning for mutual to stock conversions,
and an investment analyst’s view on strategic planning. Featured speakers
include Edwin J. Gray, Chairman FHLBB, Sen. Robert Fasten (R-WI) , Rep.
Henry Gonzalez (D-TX), as well as representatives from the banking and ac
counting industries. Recommended CPE credit is 15 hours. For additional
information contact the AICPA Meetings Department at 212/575-6451.

For a d d i t i o n a l information, please contact Jim Kovakas, Gina Rosasco,
Nick Nichols or Fathee Baker at 202/872-8190.

AICPA

Washington Report

American Institute of Certified Public Accountants
1620 Eye Street, N.W., Washington, D.C. 20006

FIRST CLASS M AIL

